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The Transformation of British 


and American Capitalism 
* 


Mr. FrrepMan: Much of the day-to-day discussion which fills the 
columns of our newspapers, which resounds in the halls of Congress, 
and which furnishes the meat of political controversy is about economic 
affairs. Whether to extend price control and rent control, whether the 
government can or should seize the steel industry, whether it should 
bust trusts more vigorously—these and other disputes seem to be about 
a series of particular problems. But these issues really all reflect a 
deeper and more fundamental question—the role which government 
should play in guiding the economic destinies of a great nation. 

Is extensive government intervention required to reap the full benefit 
of the rapid technological changes of recent decades, to assure fair 
shares for all? Or, will extensive government intervention undermine 
our political and economic freedoms and destroy individual initiative 
and incentive? How far should government intervention go? What 
forms should it take? 

Meade, we in this country have the impression that government in- 
tervention has gone much further in your country than in ours. How 


~ does the difference between the two countries look to you? 


Mr. Means: I notice that you have just seized the steel industry with- 


~ out an act of Congress, and we are just introducing legislation to de- 


nationalize ours. Of course, speaking seriously, I recognize that there 


is some real difference of emphasis in this; but I think that the two 


economies are as much alike as unlike. You have price controls and 
problems of wages. You have nationalization in your TVA and simi- 
lar authorities. You have extensive social security and very progressive 
taxation to distribute income. You have a full-employment act and a 
council of economic advisers to advise the President on how to keep 
general balance between supply and demand in your economy. We 
have done more of all of this, perhaps, but you have done an awful 
lot, too. 
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Mr. FriepMan: Finer, how do you see it? 


Mr. Finer: It seems to me that the basic demands of the people in 
each country are so close to each other that they have enforced a form 
and mechanism of the economy much closer to each other than people 
suspect. What do people want? A decent job when they want it; the 
development of their skills; a fair share of the income and welfare pro- 
duced by the nation; and a high and efficient production of wealth. 
If they do not get this by the traditional nineteenth-century forms and 
mechanisms and incentives of capitalist enterprise, if they do not get it 
through laissez faire, or free enterprise, then through their political 
parties, through the labor unions, and so forth, they do and they have 
insisted upon a change. 

I think that the change in America as compared with some fifty years 
ago, for example, is enormous and approximates the situation, though in 
slightly different and variant forms, of Great Britain. 


Mr. FriepMan: In both our countries it is certainly true that there 
has been a drastic shift over the last hundred years. The nineteenth cen- 
tury believed, in general, that government is best when it governs least. 
It placed its hope for the economic progress in the strivings of countless 
individuals to better their lot in the market place, unhampered by gov- 
ernment, except as an umpire to enforce contracts, keep order, and per- 
haps maintain competition. 

Our century, the twentieth century, seems to have a different view. 
In all Western countries—not Britain and America alone—governments 
have increasingly intervened in the details of economic activity. Meade, 
what do you think accounts for this drastic change in public attitudes 
toward the role of government in economic affairs? 


Mr. Meape: I find it very difficult to say what has caused the change 
of attitude, but I am certain that it is there. Our Labour party, indeed 
everybody in Britain now, would regard some forms of distress and 
poverty as quite intolerable and would take a different moral attitude 
toward them. They would agree that the State ought to be able to get 
rid of these things and should do so. 


’Mr. Finer: To me the change in social history, especially from the 
middle of the nineteenth century to now, has been remarkable. I recall 
a speech made by a Liberal, not Labour, but a Liberal in 1883. He said 
(this was John Morley) : “I’m beginning to doubt whether it’s possible 
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to grapple with this enormous mass of evil in our society by merely pri- 
vate, voluntary, and philanthropic effort. I believe we shall have to 
bring to bear the collective forces of the whole community, shortly 
called the State, in order to remedy things against which our social 
conscience is at last beginning to revolt.” 

And Morley was a Radical Liberal originally of the finest laissez-faire 
type who, in fact, had a mentality, through the force of circumstances, 
rather like that of the nascent Labour party or the Fabian movement of 
that time. 

I think that we should remember one thing, because it points up the 
great contrast between Great Britain and her opportunities and, in part, 
the potentialities and the United States. Engel’s Condition of the Work- 
ing Classes in England, appearing in 1845, was an analysis essentially 
of a class situation which I think never pertained in the United States 
and certainly has not existed from about 1875 onward. It was a class po- 
sition so rigid that the only way in which a change in the objectives of 
the whole State could come about was by the organization of, roughly 
speaking, the “have-nots” in the interests of social justice. And, of course, 
it produced the work of Karl Marx. Karl Marx’s answer was a 100 per 
cent overturn of the class structure—a destruction of the existing capital- 
ist economy and the substitution for it of a completely Communistic 
system. This was unthinkable to the English workers and unthinkable 
to the English employers. It was even more unthinkable, I think, to 
Americans. And, in fact, the predictions of Marx have been falsified by 
the variant attitudes and the reformation of the capitalistic system itself 
in both countries. This is not very good for Mr. Vishinsky’s arguments. 


Mr. FrrepMan: Both of you emphasize a change in objectives. It 
seems to me that that is not the whole story or even the greater part of 
the story. It seems to me that the objectives in both the nineteenth cen- 
tury and today are largely the same in both centuries. We have been 
interested in getting the maximum output, in getting a great deal of 


_ productivity, in prosperity for individuals and for the great masses of the 


people, in having a fairly equal distribution of income, and, above all, 


' in maintaining political and economic freedom. These objectives, it 
_ seems to me, are common to the two views. What differs and the change 
_ which strikes me as important is the change in the belief about the 


means which are to be used to attain these objectives. The nineteenth 
century believed that they could best be attained by a freely working 
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market system. The twentieth century seems to believe that it requires 
detailed action of government to attain them. 


Mr. Meape: Yes, I agree that the main controversy is really about 
the means. But I still think that there is some controversy about the 
ends. I think that some people would put more emphasis on full em- 
ployment and fair shares and less emphasis on freedom and efficiency. 
There is some difference of aims. 


Mr. Finer: Yes, and I think that that would pertain in Britain itself, 
and I think that Meade’s point is extremely important because it does 
throw a very heavy burden on government to bring about that com- 
bination of the different objectives which is the satisfactory one. Ad- 
mittedly they have to be treated disproportionately. 


Mk. FriepMan: Your way of putting it shows the extent to which it is 
a shift in means, because you emphasize that the government must 
deliberately step in to do these things. As for me, my own view is that 
the appropriate means are rather the means of the nineteenth century; 
that we will be able to accomplish the objectives about which we all 
agree much better by having the government as an umpire, outside the 
day-to-day activities of enterprise, trying to promote competition in a 
free market place and trusting basically in the strivings of the separate 
individuals to further their own interests. 


Mr. Finer: Can I offer an aphorism? Marx’s idea was that there } 
would be a dictatorship of the proletariat which would smash the class 
structure and that we would leap into freedom via collectivism. It is 
possible that when the particular forms of the present time have been 
changed, we may very well move into a much greater degree of Fried- 
man’s idea of freedom and free enterprise later, when we have got rid of 
those impediments and obstructions of today. 


Mr. FrrepMan: Or perhaps when our present-day attempts to use other 
means turn out to be failures. 


Mr. Meape: You are an extremist, Friedman. I entirely agree with 
you that we want to make much more use of the price mechanism and 
that the failure at home in Britain is because we have not used it so. But 
I think that you go much too far in underestimating the importance of 
some particular government interventions. 


Mr. FrizpMan: If we are going to discuss this issue of government 
intervention in the broad, we shall be covering an extraordinarily exten- 
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sive field. I think that we will do better if we turn to a few specific 
measures which illustrate this difference in views which we have 
brought out. We have agreed to discuss in detail three particular prob- 
lems: first, the nationalization and detailed regulation of industry; 
second, the problem of the distribution of income, of the welfare state 
and equality; and third, the problem of preventing booms and depres- 
sions, or inflation and deflation. Let us turn now to the first of these, 
the nationalization of industry. 


Mr. Meape: Just one minute, before we do. I think that we must re- 
member that in the United Kingdom the great problem which has exer- 
cised all governments since the war has been the foreign-trade situation 
and the balance of payments. I am not suggesting that we should discuss 
it now, but some people would think that gives us a special reason for 
controls. 


Mr. Fiver: People have thought in terms of stringencies; and I think 
that they have even used the term “the siege economy.” 


Mr. FriepMan: But you had various methods opened to attack the 
problem of foreign trade; and the reason that you used the particu- 
lar method of direct controls is because of a basic philosophy that this 
was the right way to do it. You could have attacked your foreign-trade 
problem by a method of free exchanges, free trade, free imports and 
exports. 


Mr. Meape: That is largely true, but there is just this point: that many 
people would believe that there are some special difficulties about ex- 
panding our exports and so on which give a special reason for there 
being controls in this field. I think that we ought to think of that while 
we discuss the other problems. 


Mr. FriepMan: These controls, of course, do not really account for 
the nationalization which you have undertaken since the war. 


Mr. Finer: No; that is true. The motives and the strength of the 
movement for nationalization are, I must admit, rather nineteenth- 
century ones. The arguments which can be extracted from the pro- 
grams are that these things which have been taken over are technical 
monopolies—like coal, and so forth—and that, if it was desired to con- 
trol prices and the cost of production and efficiency, it would have to be 
done by government ownership and control. They argued, secondly, 
that these things were basic industries which affected others. Therefore 
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if, in the interests of some notion of social justice, you wanted to harness 
the economy to the State, the way to do it was to grip not all but just the 
basic ones. This would lead to achieving a career open to the talents. 
This was at the time when they thought that everything would be 
nationalized and that the way to get a career open to any talent was to 
clear away proprietary interests which might stop a young man of skill 
from going ahead. 


Mr. FriepMan: How extensive have been the nationalizations in 
light of these objectives? 


Mr. Mean: We have nationalized the fuel industries—coal; gas; and 
electricity; the transport industry—railroads, road transport, and air 
transport; and steel, of course. And then things like telecommunications, 
telephones, have been long nationalized. That accounts for about 20 per 
cent of our industrial activity. About 80 per cent is still in private own- 
ership. 


Mr. FriepMan: It does though, it seems to me, understate the degree 
to which the State has intervened directly in the running of industries, 
because, over and above the nationalization of these particular indus- 
tries, you have also engaged in an extensive control of the allocation of 


materials to other industries, of the investments which they could under- 
take, and the like. 


Mr. Meape: Oh yes, and I personally think that that is very much 
more important. Most of these industries which are nationalized are in 
my view technical monopolies and have to be either nationalized or 
socially controlled. But the thing that is open to us in Britain and is 
much more important, I think, is to decide whether or not the 80 per 
cent—the competitive, free, private enterprise sector—should be run in 
a competitive way. 

Mr. FriepMan: In regard to your nationalized industries, it seems to 
me that there is first of all a very important alternative if they are tech- 
nical monopolies. There is the alternative of breaking them up and mak- 
ing them competitive. But, before we get to that, I am under the impres- 
sion that your experience with nationalization has not been altogether 
happy and that you have not accomplished these great objectives which 
Finer outlined a moment ago. 


Mr. Finer: Those objectives might or might not have been attained 
if the original Fabian idea of 100 per cent nationalization of the means of 
production and distribution and exchange had occurred. We can leave 
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that aside. It is an arguable point, and we cannot go into it. But the 
interesting thing to me in all this experience—and this constitutes a 
certain change in myself—is that I see nationalization as having begun 
around 1870, when alternative methods of handling industry had not 
been thought out. 


Mr. FrirepMan: It was in 1890 that we in this country, in America, 
passed the Sherman Antitrust Law, which was a law to break down 
monopolies. It was, at the same time, in this country that we established 
the Interstate Commerce Commission to regulate railroads, which I 
must grant is not a measure I view with any great approval at the pres- 
ent time. 


Mr. Megane: Some of these things probably could be competitive. I am 
all in favor of denationalizing road transport, and I think that parts of 
the steel industry might be competitive. But I just do not believe that 
in the United Kingdom we could make electricity, gas, and railroads 
really competitive. It is a much more minor question as to whether you 
have them under publicly controlled corporations or publicly owned 
corporations. 


Mr. FriepMan: But I have the impression that your attitude toward 
_ them extends over the rest of the industry. Throughout your industry 
_ you have a great deal more monopoly than we do. In this country, 
_ thanks partly to the Sherman Antitrust Law and to other regulations 
_ and other conditions, we have managed to maintain a much more vig- 
_ orous degree of competition and much more widespread competition 
_ than Great Britain has. 


/ Mr. Finer: Could that apply to anything more than textiles or chem- 
_ icals? What remains outside to which that remark could really apply, 
_ Meade? What do you think about that? I have never considered that 
point before. 


Mr. Meape: The possibility of breaking them up? 
Mk. Finer: Or that they need to be broken up. 


Mr. Megane: I do not think that we can break up electricity, gas, 
_ railroads. That is my point. I think that we could break up road trans- 
_ port. 

Mr. Finer: I think that Friedman meant dealing with textiles and 
chemicals in the way that in America they would be dealt with. 


Mr. Meape: Oh yes, that could be done. 
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Mr. FriepMan: There are a great many other industries to which this 
could be directed. There is banking, insurance. There are the much 
more important manufacturing industries, like electric light, and so on. 
Having covered very briefly some of the problems of nationalization and 
organization of industry in Britain and the United States and having 
seen that there is a big difference in the extent of nationalization be- 
cause most of the industries which Meade mentioned are under private 
hands in this country, let us turn to the second of our problems—the role 
of the State in providing welfare—the problem of the redistribution of 
income and property to achieve equality. Meade, what are the chief 
means which are now being used in Britain for this purpose? 


Mr. Meape: There are the social services in kind, like health and edu- 
cation. And then there are the subsidies to things like food and housing, 
the things which are important in the poor man’s budget. And then, of 
course, there is the very progressive taxation of income; the death 
duties; and the payment of money to families, to children, and to unem- 
ployed, and so on. 


Mr. Finer: Of course, if we had not had the heavy class structure in 
England and if there had not been not only a great inequality of in- 
come but a shocking inequality in the ownership of property, these 
devices might never have been necessary. 


Mr. FriepMan: Your comment explains, Finer, why you have the 
great emphasis on achieving a redistribution of income in Britain. But 
it seems to me not to explain why you have adopted the particular 
means to achieve them. 


Mr. Finer: That is another question. 


Mr. FrrepMan: The means which I would emphasize and question 
are those which involve the grants in kind—the giving of food subsi- 
dies and housing subsidies and free medicine. Granted that you want to 
help people who are poor, to redistribute income, is it necessary to help 
them in the form of grants which they must spend on food, that they 
must spend on housing? Would it not be better to allow consumers 
freedom of choice to decide how they want to spend whatever assistance 
you give them? 


Mr. Megane: I agree in principle very much with what you say. But I 
disagree about health; I should put that in with education. I think that 
it has certain social implications of the kind which education has. But, 
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in regard to food subsidies, I have always been in favor of cutting them 
and using the money to give greater children’s allowances, and so on. 
But the difficulty, of course, is that you must remember that the food 
subsidies were introduced not as a social service at all but to keep the 
cost of living down in order to prevent wage rates from going up. They 
are part of the trade-union wage-bargaining problem, essentially so in 
Britain. 


Mk. FriepMan: Is there not another aspect to it in that it is introduced 
as part of a paternalistic attitude rather than an attitude toward equality ? 
In the case of food subsidies, in particular, you have given food sub- 
sidies but you have also expanded taxes on commodities like cigarettes 
and liquor which are purchased very heavily by the poor. The two 
together can hardly be said to redistribute income toward the less well- 
to-do. What they do is to require that the poor spend more on food, 
directly or indirectly, and less on these other things. 


Mr. Finer: There may be some clash between the paternalistic atti- 
tude and the egalitarian; but I think the whole thing is heavily egalitar- 
ian. The method used may not be the right device. But one ought to 
stress, very strongly, the assimilation and education to state provision of 
medical services. | was very happy to notice my laissez-faire economic 
friends, some twenty years ago, ready to say that there must be a social- 
ization of education, that one no longer would get the amount that one 
could afford to pay for individually out of one’s own pocket, but that 
everybody ought to have as much as he could really take in order to 
develop the human resources of the State. It seems to me, though, that 
the argument for publicly subsidized health services may easily be as 
strong as that. 


Mr. FriepMan: The two seem to me on very different footings. The 
great justification for education is that it benefits people other than those 
who are educated. 

To some extent this is true of certain parts of public health, but in the 
main it seems to me not to be true of most of the new items which have 
been added in Britain under the heading of socialized medicine. 


Mr. Megane: There is something more to that. Let us take the example 

of a man who has an accident or serious illness and is very badly off. 
’ At that moment, he may not have saved or insured against it. He needs 
special help. It is the special-catastrophe argument. And I do not think 
that you can organize that very well on a system of private insurance. 


10 THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. FriepMan: In this respect, as in many others, I would reempha- 
size my basic theme, that one way to promote more equality is also to 
break down monopolistic positions, and give full play to the forces 
of market—to competition. But I do want to take up a remark which 
you made a bit earlier, Meade, about the use of food subsidies as a 
means of keeping wage rates down, because this leads us into our 
third main topic—the means being used to control inflation and de- 
flation. 

And here, again, I have the impression that there is more of a 
difference between the kinds of means than between the objectives that 
you are inclined to use. We, from my point of view, unfortunately are 
likely to use direct controls rather than general methods. 


Mr. Meape: This is a case where there has been a very big change in 
the sort of methods which are being used, even over the last seven years, 
in England. We started off by using direct controls—price controls, allo- 
cations, and so on—to look after inflation. We have now moved, first 
with Sir Stafford Cripp’s budget, then with Mr. Gaitskell’s, and now 
with Mr. Butler and the change in monetary policy—we have moved 
much more toward general monetary and fiscal policy to control infla- 
tion. This, I think, is a good thing. It is the sort of thing which I think 
even you, Friedman, would regard as right. 


Mr. FriepMan: Oh, very much so. I hope that this country learns the 
lesson of Britain and of other countries, I may say. Direct controls over 
prices and wages do not, in fact, form an effective means of preventing 
inflation. Inflation can be prevented only by general measures directed 
at keeping down the total supply of money; the total volume of pur- 
chasing power. 


Mr. Finer: I think that we are omitting one important factor from 
this—important in itself, and important as part of an integration of the 
whole policy in which the State is regarded as a partner and even as an 
economic mechanism, along with the apparently independent economic 
system—that is, full employment. The English economy and, I believe, 
the American economy have come to be dominated by the idea that if a 
man is able to work and willing to work it would be monstrous that 
arrangements were not made which would make it possible for him 
to work. 


Mr. FriepMan: But once again the important distinction is how we 
accomplish this objective. If we accomplish it by a sensible monetary 
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system, by general measures which provide a favorable framework for 
expansion, we can maintain our economic and political freedoms. If we 
try to do it by detailed and direct control, in the first place I think that 
we are likely to run into the difficulties that Britain has run into. In the 
second place I think that it threatens our freedoms more. 


Mr. Finer: When you say “a monetary policy,” do you mean com- 
pensating policies, fiscal and otherwise, at the right moments? 


Mr. FrrepMawn: I mean a generally favorable monetary environment. 

To bring our discussion to a conclusion, Meade, your country is the 
one that has experienced the most extensive changes. Would you state 
your own personal reaction to the problem? 


Mr. Means: I think that there are some things for which the State 
in Britain now feels a really big increase in responsibility—full employ- 
ment and fair shares; security against misfortunes like ill health; and a 
control over actions which have special social consequences. There has 
been a real revolution in ideas on these things in Britain. For example, 
the poverty and distress which existed among the unemployed coal 
miners of South Wales in the 1930’s is a thing which would now be felt 
to be really morally quite intolerable. Moreover, no one would now ac- 
cept the idea that the State cannot do anything about these things. There 
is a feeling that if we can now produce things like jet airliners, we ought 
also to be able to do something to control our own environment. I, per- 
sonally, have a very great sympathy with this change of attitude and 
with the view that the State must take some positive measures to look 
after these things. The question in my mind is: What measures should 
be used? 

In England we have gone too far in not using the price mechanism for 
this sort of purpose. Thereby we do, to some extent, endanger our 
economic efficiency and our economic freedom, because there is no 
doubt that the competition here in this country is a large factor in ex- 
plaining your great increase in production and efficiency. 

My feeling is that we in England have an unnecessary prejudice 
against making as much use as we might of the price mechanism in 
Britain. We could still have a really good shot at our other social objec- 
tives with a much more extensive use of the competitive motives. But I 
do not believe that there is an easy and final answer to it all. In the end I 
think that there is some element of compromise between different social 
goals. 


FREE ENTERPRISE IN THE UNITED STATES* 


By MILTON FRIEDMAN 
* 


ONE of the things that most impresses an American economist who visits 
Europe is the different meaning attached to the concepts of “free enter- 
prise” and “competition” in Europe and America. This difference is re- 
sponsible for much misunderstanding in discussions of policy measures 
for promoting economic growth and progress; it accounts for the ineffec- 
tiveness of much of the promotional literature—or “propaganda,” to use 
a harsher term—circulated by various United States governmental agen- 
cies; and it leads to widespread misconceptions about the actual charac- 
ter and structure of the American industrial system. 

The difference hinges on the meaning attached to the word “free 
in “free enterprise.” There is of course no such thing as absolute free- 
dom. The freedom of one individual or group to do what it wishes has 
consequences for other individuals and some of these consequences in- 
volve infringements on their freedom. The meaning of “free” in any 
context depends critically on how these conflicts are resolved. 

Two chief meanings need to be distinguished for our present purpose. 
One places major emphasis on the freedom of existing enterprises to do 
whatever they wish, including entering into agreements with other 
enterprises to fix prices, allocate markets, and keep out competitors. The 
other places major emphasis on the freedom of any individual or group 
to establish an enterprise, which requires restrictions on the freedom 
of existing enterprises to keep out competitors by any means other than 
selling a better product at a lower price. 

Of course, this distinction is not perfectly sharp and does not lead to a 
clear and unambiguous list of actions by enterprises that would be toler- 
ated by the first conception but proscribed by the second. Yet I believe 
that it is a fundamentally important distinction. Unless I am badly mis- 
taken, the first meaning is by and on the large the one attached to “free 
enterprise” in Europe, the second in the United States. This difference 
in meaning is associated with a corresponding difference in past and 


2” 


* An article by Professor Friedman which originally appeared in French in Bulletin 
Bimestriel, Société Belge d'Etudes et d’Expansion, No. 148, November—December, 1951. 
(Reprinted by special permission of the author.) 
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present practice; and both meaning and practice help to account for the 
difference in the attitudes of the people at large toward “free enterprise” 
as a social institution. 

Restrictions on the freedom of enterprises to make agreements “in 
restraint of trade” are firmly imbedded in the legal structure of the 
United States. The basic enactments which make such conduct illegal 
are, of course, the Sherman anti-trust law, which was stimulated by the 
growth of large agglomerations of capital toward the end of the nine- 
teenth century, and the Clayton Act. The conception of the law is that 
“cartels” or their equivalent are bad in and of themselves because their 
very existence tends to stifle competition and not merely because they 
may and sometimes do engage in “bad” practices. The distinction so 
prevalent in European thinking between “good” and “bad” cartels is 
entirely alien to the American legal structure; all cartels are “bad.” The 
emphasis on freedom to establish enterprises is equally clear in much 
other legislation dealing specifically with monopolies and trade prac- 
tices, and even, at times, in legislation designed to permit exceptions to 
the basic anti-trust laws. For example, the laws designed to permit 
manufacturers to fix the price at retail of their products were motivated, 
mistakenly in my view, by the belief that they were in the interest of 
the “small” retailer and thus would protect the effective freedom of indi- 
viduals to enter the retail business. 

Of course, this conception is not carried out completely in practice. 
There are “monopolies” in the United States; there is implicit or explicit 
“collusion” among leading firms in various industries to fix prices or 
allocate markets; devices such as price-leadership and basing-point pric- 
ing have been developed to facilitate such collusion without the formal 
agreements that would undoubtedly be used if they were not illegal. 
Some occupations, such as medicine, law, and a host of lesser pursuits, 
can be practiced only by individuals licensed by the state in which they 
practice (the Federal government has no control over such licensure). 
Control over licensure is frequently effectively in the hands of repre- 
sentatives of the occupational group in question, and in some instances 
is used as a means of limiting entry in order to raise prices and incomes. 
Trade unions are largely exempt from anti-monopoly laws and have 
become increasingly important combinations “in restraint of trade.” 
And there are yet other explicit exceptions from the scope of the anti- 
trust laws. 

Yet when all is said and done, the general precept is unmistakably 
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clear, and practice conforms much more closely to the precept than is 
ordinarily recognized. Extremely interesting evidence on this point is 
given in a recent book by G. Warren Nutter, The Extent of Enterprise 
Monopoly in the United States, 1899-1939 (University of Chicago Press, 
1951). Nutter estimates the fraction of national income originating in 
enterprises regarded as monopolistic and as competitive, and changes 
in this fraction over a 40-year period. For the private sector (i.e., ex- 
cluding income originating in government), he estimates that “effec- 
tively monopolistic industries” accounted for approximately one-quarter 
of the income produced in 1939, “workably competitive industries” for 
three-quarters. Nutter finds it impossible to reach any firm conclusion 
about the change in the importance of monopoly during the four decades 
from 1899 to 1939; according to one set of estimates the fraction of non- 
governmental production originating in the monopolistic sector rose 
moderately—from about one-fifth to about one-quarter of the total; ac- 
cording to other estimates, the fraction remained the same or declined 
moderately. These estimates are of course tenuous; there is no hard and 
fast line dividing a monopolistic from a competitive industry. Nutter 
classified most doubtful industries as monopolistic, so his results proba- 
bly overstate rather than understate the importance of monopoly in the 
United States. 

These results, together with most other American discussions of the 
“monopoly” problem, are likely to mislead European readers for another 
closely related reason, namely, the very difference in the conception of 
“competition” which I have used as the theme for these remarks. This 
difference in conception leads the American observer to regard arrange- 
ments as clearly monopolistic that his European counterpart would re- 
gard as clearly competitive. For example, Nutter unhesitatingly classifies 
the bulk of the aluminum, steel, automobile, and cigarette industries as 
monopolistic industries. Yet even in aluminum, an industry which 
American observers would almost unanimously regard as one of the 
clearest and most extreme examples of monopoly, there are two domestic 
competitors of the Aluminum Company of America, both of which 
have grown quite rapidly in recent years, thanks in large part to gov- 
ernment encouragement during and after the war. And the near-monop- 
oly of the Aluminum Company of America over primary aluminum 
is constantly held in check by a highly competitive market in scrap 
aluminum. In steel, the largest company, U.S. Steel, controls about 
one-third of the total output—a sizable decline since the turn of the 
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century when it controlled two-thirds of the total. There are two other 
companies of nearly comparable size, and dozens of smaller competi- 
tors. In the automobile industry, there are three leading firms and a 
half-dozen or so smaller yet sizable firms, and the behavior of the indus- 
try over a long period of time has many of the attributes of highly com- 
petitive behavior. In cigarettes, there are three major companies, several 
others of nearly comparable size, and many smaller companies. This 
picture can be repeated for industry after industry treated as monopo- 
listic. And it may not be amiss to repeat that common action on prices 
and the like by the companies in an industry is possible only through 
indirect and often highly inefficient means, since explicit price agree- 
ments are illegal. 

Of course, even with all these qualifications, one-quarter is a signifi- 
cant fraction of nongovernmental output to be produced by industries 
that can be regarded as monopolistic, on however liberal an interpre- 
tation of that term. Like most other Americans, I very much wish the 
fraction were lower, and hope that it will in the course of time be re- 
duced drastically. Yet the picture I have just sketched of the industrial 
structure of the United States is a far cry from the conception so wide- 
spread both in the United States and elsewhere that the American 
economy can be characterized as “monopoly capitalism,” that “monop- 
oly” has been growing apace, and that control of the bulk of the economy 
by “monopolies” is inevitable sooner or later, and sooner rather than 
later. 

Two related factors are probably of major importance in accounting 
for this widespread misconception. The first is that monopoly is much 
more prevalent in manufacturing than in other industries, and there is a 
general tendency to overrate the importance of manufacturing as a 
whole, thanks, in turn, to the fact that the enormous development of 
manufacturing is the feature par excellence of the industrial revolution. 
For the United States, Nutter estimates that monopolistic manufactur- 
ing industries produce about two-fifths of the income produced by all 
manufacturing industries. But manufacturing as a whole accounts for 
only about one-quarter of total income produced in the private sector. 

The second reason is that monopoly is highly “visible,” and draws 
attention to itself whereas the workings of competition are devious and 
hidden. The fact of monopoly typically means the existence of one or a 
few large firms, frequently engaging in extensive advertising, and asso- 
ciated with a well-known product. The fact of competition means many 
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firms, few if any of whom are likely to be generally known, much less 
extensive advertising, and no clear identification of an individual firm’s 
name with a well-known product. Almost every American knows the © 
names of the leading automobile manufacturers, can identify the auto- 
mobiles produced by each, associates them with the company producing 
them, and is continually being confronted by their dramatic and colorful 
advertisements. Few Americans can name many of the firms producing 
wearing apparel, it is doubtful that many would name the same firms, 
and the advertising of wearing apparel is mostly done locally by the 
retail outlets selling them. Yet the apparel industry is at least as impor- 
tant in the American economy as the automobile industry, producing 
roughly the same fraction of the national income and employing many 
more wage earners. 

The bias which this example illustrates produces erroneous impres- 
sions not only of the extent of monopoly but also of its economic im- 
portance where it does exist. The actions and methods whereby mo- 
nopolies exercise their monopoly power are likely to be relatively dra- 
matic and open; the means whereby competitive forces limit monopoly 
power are subtle, multifarious and hidden, involving the expansion and 
contraction of numerous industries, minor changes in numerous prices, 
continuous substitution of one product for another in many different 
places, and so on. This is true equally of industrial and labor monopoly, 
so that the effective power of both groups over prices and wages tends 
to be considerably exaggerated. 

I would not want to have these remarks leave the impression either 
that monopoly is an unimportant problem in the United States or that 
the forces which tend to limit monopoly are so strong that no action 
is needed directed specifically toward maintaining the freedom to estab- 
lish enterprises. Monopoly is less important in the United States than 
is widely believed. But it is not unimportant and a reduction in the de- 
gree of monopoly is a highly desirable outcome. Moreover a major 
factor that has kept monopoly in check in the United States and pre- 
vented it from becoming more important is precisely the existence of a 
legal structure inimical to monopoly. It is an egregious error to judge 
the effectiveness of the anti-monopoly laws mainly by the number of 
prosecutions or convictions under them. Their very existence has re- 
flected a climate of opinion hostile to monopoly, by reflex influence has 
strengthened this climate of opinion, and has inhibited actions by enter- 
prises that would be in conflict with them, thereby forcing the use of 
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